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AGRICULTURE, DEPARTMENT OF
Addressing the issue of unresolved audits, Secretary of Agriculture John R. Block 
appeared on 6/16/81 before the Subcommittee on Legislation and National Security 
of the House Government Operations Committee. The subject was a recent GAO 
report entitled "Disappointing Progress in Improving Systems for Resolving 
Billions In Audit Findings", in which the GAO claims that most all Government 
agencies still lack effective systems for resolving audit findings although 
hundreds of millions of dollars are spent annually to audit Federal programs 
and operations. According to Secretary Block, the Department has initiated 
efforts to comply with the recommendations in the report and taken several 
actions to make Departmental managers more aware of their responsibilities 
in this field. Three actions have been initiated. First, Audit Review 
Committees have been established for the major agencies to resolve all intra- 
departmental differences impeding audit resolution. Second, revision of the 
Secretary’s Directive concerning Resolution of Audits and Establishment and 
Collection of Claims has been initiated. The revision will enlarge the scope 
of the directive to implement the requirements of the Supplemental Appropria­
tions and Recisions Act of 1980 and the revised QMB Circular A-73 pertaining to 
timeframes, progress reports and systems evaluations and delineates respective 
OIG and agency responsibilities in the process. Lastly, the Office of Inspector 
General has begun revision of its information system so that it will be more 
responsible to Congressional interest in the resolution of monetary findings 
and will periodically evaluate the effectiveness of agency procedures to resolve 
audits and to collect on claims arising from them.
FEDERAL FINANCIAL INSTITUTIONS EXAMINATION COUNCIL
A  broadened definition of bank capital for use by the three Federal bank regu­
latory agencies— the Comptroller of the Currency, the Federal Reserve System 
and the FDIC— in determining the adequacy of capital in the banks they super­
vise has recently been proposed by the Council. The FFIEC’s definition of bank 
capital would include both primary and secondary capital sources. Under the 
Council’s proposal, primary capital would consist of cannon and perpetual 
preferred stock, surplus and undivided profits, contingency and other capital 
reserves, mandatory convertible instruments and 100 percent of the allowances 
for possible loan losses. Secondary capital would consist of limited-life 
preferred stock, subordinated notes and debentures; and, amount to no more 
than 50 percent of primary capital. Financing instruments in secondary capital 
would be phased out of the bank's capital as they approached maturity. The 
Council made clear that although its proposal was aimed at promoting uniformity 
among the Federal bank regulators, the individual agencies would have the flexi­
bility to depart from the guidelines when circumstances warrant it. Comments are 
requested by 8/31/81. For additional information contact David K. Schweitzer 
at 202/287-4206.
FEDERAL RESERVE BOARD
Margin requirements for trading of options on government and government agency debt
issues were the subjects of two alternative proposed amendments recently issued
by the Federal Reserve Board to its Regulation T, Credit by Brokers and Dealers,
(see the 6/19/81 Fed. Reg, pp. 32033-36). Under one proposed amendment, brokers 
and dealers would be permitted to give "good faith" loan value to an option 
which has been purchased and would permit a "good faith" margin when an option 
contract is written. Under an alternative proposed amendment the Board would
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set a uniform margin requirement of 130 percent of the option premium plus $1,000 
for the initial writing of all uncovered option contracts on exempt debt secur­
ities. Under this proposal no option contract would be permitted to have loan 
value. Under either proposal no margin would be required where the option is 
covered; that is, where the security that can be delivered upon exercise of the 
option or an offsetting option position is held in the option writer’s account. 
The proposed amendments specify what the Board regards as adequate cover.
Comments are requested by 8/3/81. For additional information contact Laura 
Hamer at 202/452-2781.
GENERAL SERVICES ADMINISTRATION
The 1981 edition of the Guide to Record Retention Requirements has recently been
issued by the GSA. Compiled from agency regulations and U.S. statutes, the
reference volume is designed to assist the public and industry with their 
federal recordkeeping requirements. The Guide describes to the reader what 
records must be kept, who must keep them, and for how long they must be kept.
The entries also carry a reference to the full text of the basic law providing 
for such retention. Additionally, the publication contains the names, addresses 
and phone numbers of contact persons within each agency who can answer questions 
about the requirements. Copies of the Guide may be obtained by contacting the 
Superintendent of Documents, Government Printing Office, Washington, D.C. 20402. 
The cost is $4.75 per copy.
NATIONAL CREDIT UNION ADMINISTRATION
Proposed rules dealing with participation loans, fixed rate and adjustable rate
mortgages and deregulation of lending policies were recently issued by the 
NCUA (see the 6/17/81 Fed. Reg., pp. 31651-62). One proposal dealing with 
lending policies would set out a general rule that the board of directors of 
a Federal credit union shall establish written lending policies consistent 
with cooperative principals which clarifies that although the board is free 
to set its own policies, it must do so within the limits of applicable law.
The second proposal would permit Federal credit unions to write adjustable 
rate mortgage loans and request comments on whether or not to increase the 
dollar limit on the aggregate amount of long term real estate loans that 
may be outstanding. The final proposed rules would permit Federal credit 
unions to participate with other lenders in extending lines of credit to credit 
union members. The proposal would also permit the use of repurchase provisions. 
Comments on all of these proposed rules are requested by 7/10/81. For additional 
information contact Barbara Burrows on deregulation of lending policies at 202/ 
357-1030, John Culhane on fixed and adjustable rate mortgages and participation 
loans at 202/357-1030.
SECURITIES AND EXCHANGE COMMISSION
Chairman John S.R, Shad declined to rule out the possibility of his independent
agency submitting its proposals and regulations to the Office of Management 
and Budget for review in 6/18/81 testimony before the Subcommittee on 
Telecommunications, Consumer Protection and Finance of the House Committee 
on Energy and Commerce. Mr. Shad, appearing before the Subcommittee to testify 
on the future of the securities industry, was questioned by Subcommittee
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Chairman Timothy Wirth (D-CO) on whether Shad would maintain the SEC’s
tradition of independence from outside influence. At issue is an executive 
order, issued 2/17/81, informing all executive agencies that a regulatory reform 
task force headed by Vice-President Bush would have preeminence in matters 
on regulatory relief. The order also required all executive branch agencies 
to submit proposed and final regulations to OMB for review prior to publication. 
On 3/25/81, Vice-President Bush asked independent agencies, including the SEC, 
to voluntarily comply with certain components of the order although they are 
not covered by the order. The SEC has not formally responded to the request, 
but Mr. Shad said he responded informally to Vice-President Bush that he agreed 
with the concept of the order. Rep. Wirth questioned the propriety of an 
independent agency submitting its rules and proposals to OMB even on a voluntary 
basis. Mr. Wirth also said that in light of Mr. Shad’s testimony, further hear­
ings would be held by Rep. John Dingell (D-MI), Chairman of the House Energy
and Commerce Committee. Mr. Shad also indicated that he will name a successor 
to Stanley Sporkin to head the SEC Enforcement Division by the end of July.
He said he is considering candidates from within and outside the SEC. In his 
prepared testimony, Shad discussed general economic conditions and called for 
policies that would reverse trends that have led to disincentives to capital 
formation.
TREASURY, DEPARTMENT OF
State police officers who reported subsistence allowances as income for tax years
1974 through 1976 may be entitled to refunds under a new provision of the law
according to a 6/16/81 press release, IR-81-61. Public Law 96-605, which 
amends P.L. 95-427, provides that subsistence allowances received by officers 
from 1974 through 1976 shall not be included in gross income. State police 
officers entitled to refunds for 1974 through 1976 have until 12/28/81 to 
file refund claims. Additionally, the period for claiming refunds for 1977 
has been extended until 12/28/81. Refund claims should be filed on form 
1040X, Amended U.S. Individual Income Tax Return. Revenue Procedure 81-26, 
providing guidance to state police officers on taking advantage of the pro­
visions of the new law will appear 7/6/81 in Internal Revenue Bulletin 1981- 
27. For additional information contact the IRS public affairs division at 
202/566-4024.
SPECIAL: AICPA PRESIDENT TESTIFIES ON FCPA AMENDMENTS
AICPA President Philip B. Chenok testified on S.708, a bill introduced by Senator
John Chafee (R-RI), which would amend the FCPA, on 6/16/81 before a joint
hearing of the Senate Securities Subcommittee and the Subcommittee on Inter­
national Finance and Monetary Policy of the Banking Committee. Mr. Chenok 
said that the AICPA generally supports the bill's amendments to the FCPA's 
accounting provisions, adding that the inclusion of a "scienter" standard 
will significantly improve matters. He recommended explicit statutory recog­
nition that "business judgment, grounded on an evaluation of relative costs 
and benefits, should govern the detail and extent of recordkeeping and internal 
control procedures." Mr. Chenok suggested that "the insertion of a 'materiality' 
standard would recognize that the objective of the recordkeeping and internal 
control requirements is to ensure the integrity of the issuers' financial 
records for purposes of financial disclosure." SEC Chairman John S.R. Shad 
also testified and acknowledged that in the approximately three years since 
the FCPA was enacted, substantial uncertainty and confusion did exist in the 
business community regarding compliance with the Act's provisions. Chairman
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Shad did not appear to agree with a suggestion by Sen. William Proxmire (D-WS) 
that the uncertainty of the business community about the FCPA be best addressed 
by continued SEC rulemaking, rather than a legislative remedy. The SEC’s re­
commendations included a change in the "scienter" standard to mean "knowingly 
or recklessly" and that the definition of "materiality" in the bill should 
include a threshold standard for accuracy of books and records as that which 
a "prudent man" would be likely to consider important in the management of his 
own property. Copies of Mr. Chenok's testimony are available by calling the 
AICPA's Washington office at 202/872-8190, ext. 47.
SPECIAL: STEVEN OPPENHEIM, CPA, OF OPPENHEIM, APPEL, DIXON & CO. TESTIFIES ON COMMODITY 
TAX STRADDLES
Criticizing the "balanced or offsetting" concept to deal with commodity tax straddles
as "administratively unworkable," Steven D. Oppenheim, CPA, testified 6/12/81 on
behalf of the Commodities as Tax Shelters Task Force of the AICPA Federal Tax
Division at a joint hearing by the Subcommittee on Taxation and Debt Management
and the Subcommittee on Energy and Agricultural Taxation of the Senate Committee 
on Finance. The hearing was held to discuss S. 626, a bill introduced by Senator 
Daniel Moynihan (D-NY), which includes provisions intended to limit the use of 
a variety of transactions, including tax straddles in commodity futures and 
other property, to shelter income from taxation. Two alternatives currently 
under consideration are 1) offsetting commodity gains and losses, and 2) a mark 
to market system. Mr. Oppenheim recommended that "for taxpayers other than 
dealers or commercial hedgers, a mark to market mechanism be applied to regu­
lated futures contracts at year end, with the net amount of gain or loss being 
treated as long term capital gain or loss." He noted that this would constitute 
"a substantial change in tax theory and moves away from the concept of income 
realization on completed transactions." Because of this, he suggested this 
treatment should be limited to regulated futures contracts only. Mr. Oppenheim 
further recommended "that the entire amount of long term capital gain generated 
by the mark to market be reversed in the subsequent year as long term loss."
Thus no basis adjustment is necessary and no complicated recordkeeping is required. 
Mr. Oppenheim concluded by recommending that the Moynihan proposal, in its present 
form, not be enacted. A  variety of other witnesses testified, including John E. 
Chapoton of the Treasury and a panel representing several major commodity exchanges
For additional information, please contact Jim Kdvakas, 
Gina Rosasco, Nick Nichols or Kathee Baker 
at 202/872-8190.
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